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The Mexican government has agreed to increase exports of crude oil to 1.88 million barrels per day,
effective Feb. 1. The decision matches efforts by the Organization of Petroleum Exporting Countries
(OPEC) and other leading producers to increase supplies at the global level. At a recent meeting in
Vienna, OPEC members agreed to raise output quotas by 1.5 million bpd to 24.5 million barrels daily
to counter a rapid increase in prices.
Mexico's new export level is slightly higher than the 1.76 million bpd targeted for January and the
average of 1.69 million bpd exported during July-December 2002. The commitment by OPEC and
independent producers like Mexico, Norway, and Russia to boost production and exports has been
insufficient to counter the impact from the threat of a US-led attack against Iraq and from a general
strike in Venezuela that has disrupted oil production in the South American country for several
weeks (see NotiSur, 2002-12-13 and 2003-01-10).
Global oil prices have also increased because of a reported decline in US inventories of crude
oil, which are about 300,000 barrels below levels reported a year ago. As a result, the price of
Mexican crude oil approached US$30 per barrel in mid-January. Prices had not been this high since
November 2000.

Higher prices could help federal budget in short term
The increase in oil prices is expected to help shore up Mexico's public finances at least in the short
term. The latest prices significantly top the projected average oil price of US$18.35 per barrel in the
2003 budget approved by the Mexican Congress in December and US$17.00 per barrel originally
proposed by President Vicente Fox (see SourceMex, 2002-11-13 2002-12-18).
If the Mexican oil-export price remains at about US$10 per barrel above the price projected by
Congress, the Mexican Treasury could receive an additional US$1.2 million in revenues daily, said
analyst Ramon Hernandez of the financial consulting company IXE. This estimate does not take
into account the additional revenues that will result from Mexico's recent commitment to increase
exports as of Feb. 1, said Hernandez.
PEMEX officials also see the potential for greater dividends from the higher oil prices. In a recent
interview, PEMEX director Raul Munoz Leos said government revenues could grow by as much as
US$500 million annually for every increase of US$1.00 per barrel in the price of Mexican oil exports.
But Munoz Leos also raised concerns about the volatile nature of the oil market, which could
see prices drop significantly if the factors that have propped up the market suddenly disappear.
"[Market factors like] the crisis in Venezuela are temporary," said the PEMEX director.
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Some private analysts are sounding a similarly cautious note. "It is too early to determine whether
government revenues will be significantly higher this year," said Rafael Camarena of Santander
Serfin. He also pointed out that price trends will depend on how soon Venezuela is able to resume
earlier export levels and how the potential conflict with Iraq develops. The high oil prices are a
double-edged sword for Mexico because they are raising costs for industry during the country's
economic slowdown.
A recent study by the Centro de Estudios Economicos del Sector Privado (CEESP) said the 3%
growth forecast by the Fox administration for 2003 "would barely keep the economy afloat." And
some recent estimates suggest that Mexico may not attain 3% GDP growth, especially if the US
economy remains stagnant. There is strong concern in the petrochemical sector, which is having to
pay higher costs for raw materials.
Some analysts say the high prices will cut into the earnings of Alpek, the petrochemical's subsidiary
of industrial giant Grupo Alfa. Alpek officials are expecting a sharp downturn in the earnings of the
company's Petrotemex division, which specializes in the manufacture of synthetic fibers used in the
production of polyester and plastics.

Government urged to seek alternative sources of revenue
As has been the case for the past several years, domestic and international economists are warning
against Mexico's continued reliance on oil exports to obtain revenues. "This is an obsolete scheme,"
said Cesar Castro, director of analysis for the Centro de Analisis y Proyecciones Economicas para
Mexico (CAPEM). But the reliance on oil sales, which account for 19% of Mexico's total exports,
is not expected to change as long as the Fox administration is unable to find alternatives to obtain
government revenues.
In 2001, PEMEX paid the equivalent of US$28.8 billion in taxes, which accounted for 40% of all
government revenues. The Fox administration and Congress agree in principle that PEMEX should
be allowed to retain a larger share of its earnings to invest in exploration. The problem is that the
two sides have been unable to reach agreement on a comprehensive tax-reform system, which
would replace some of revenues originally obtained from oil exports.
Munoz Leos said deep structural changes are needed to reform the oil company, which is still mired
in corruption. Some estimates indicate PEMEX still loses about US$1 billion per year in funds that
are appropriated by company officials for illicit purposes. The reforms advocated by Munoz Leos
and others would include the possibility of allowing foreign investors to pump capital into the staterun oil company. "Financially, we are falling," Munoz Leos told The New York Times.

Reserves dwindling at important Cantarell oil field
PEMEX's lack of funds to invest in exploration could gradually reduce the company's role as
principal provider of revenues for the federal government. Mexico's long-term supply of crude oil
could be in danger if alternatives are not found to the giant Cantarell oil field, which has produced
8.6 million barrels of crude oil during a 22-year history. Geological studies show proven reserves at
Cantarell are expected to begin a decline in 2004, dropping by as much as 30% by 2006. "This decline
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will impact public finances," oil-industry analyst David Shields said in an article published recently
in the Mexico City daily newspaper Reforma.
Shields, citing PEMEX statistics, said government revenues obtained directly from oil drilled at
Cantarell could drop from their current level of 118 billion pesos (US$10.8 billion) to 90 billion pesos
(US$8.3 billion) in 2004 and 43 billion pesos (US$3.96 billion) in 2006.
PEMEX officials are in agreement. "Cantarell is declining, which creates a fiscal risk for the
government," said PEMEX finance director Juan Jose Suarez Coppel. This assessment coincides
with a recent report from the International Energy Agency (IEA), which said that Mexico's supply of
crude oil could run out within the next three decades unless Mexico begins to find new sources of
investment for exploration (see SourceMex, 2002-12-11).
Some energy experts suggest that Mexico will have to begin explorations at greater depths in the
ocean to find additional reserves of crude oil. "In the long term, [PEMEX] will be able to replace a
field as large as Cantarell, but it will have to go to deeper zones in the Gulf of Mexico," Alejandra
Leon, an expert at Cambridge Energy Research Associates (CERA), said recently. A priority for
PEMEX in the next eight years will be to develop the Ku-Maloob-Zaap project, which includes a
series of reserves containing extra-heavy crude oil. The oil fields are located in Campeche Sound,
105 km northeast of Ciudad del Carmen in Campeche state.
The PEMEX exploration subsidiary Pemex Exploracion y Produccion (PEP) is expected to devote
about 42.8 billion pesos (US$3.94 billion) to the project, which will help compensate somewhat for
the decline at Cantarell and smaller oil fields in Campeche Sound like Abkatun-Pol-Chuc, EkBalam, Caan, and Taratunich. PEMEX's supply of crude oil will also be limited by a gradual increase
in Mexico's refining capacity, which in the end will reduce reliance on costly imports of gasoline.
The company recently completed expansion of the Madero refinery in Tamaulipas state, increasing
the country's refining capacity by about 45,000 bpd. This will allow PEMEX to reduce gasoline
imports by 50,000 bpd. The lack of refining capacity has forced Mexico in recent years to import
nearly one-fourth of its gasoline from the US. [Note: Peso-dollar conversions in this article are based
on the Interbank rate in effect on Jan. 22, reported at 10.84 pesos per US$1.00] (Sources: Notimex,
01/05/03; Associated Press, 12/13/02, 01/13/03; Agencia de noticias Proceso, 01/13/03; Dow Jones
newswires, 01/07/03, 01/13/03, 01/14/03; El Financiero, El Universal, 01/14/03, 01/16/03; La Cronica
de Hoy, 12/16/02, 01/14/03, 01/17/03; Milenio Diario, 01/08/03, 01/14/03, 01/17/03; Reuters, 01/16/03,
01/20/03; La Jornada, 01/14/03, 01/17/03, 01/21/03; Reforma, 12/11/02, 01/14/03, 01/19-21/03; The New
York Times, 01/21/03)
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